































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































2000  Nestlé  Switzerland  Mineral water and soda‐
bottling joint venture 
14% ‐‐ 












2001  Alcan  Canada  Exporter of aluminum 
products 
23% ‐‐ 










































































































































































































































































































Cuba: U.S. Restrictions on 
Travel and Remittances
Most Recent Developments
On July 17, 2008, the Senate Appropriations Committee approved a draft
FY2009 agriculture appropriations bill with a provision that would ease restrictions
on travel to Cuba for the sale of agricultural and medical goods by allowing for a
general license for such travel instead of a specific license that requires permission
from the Treasury Department. 
On July 14, 2008, the Senate Appropriations Committee reported its version of
the FY2009 Financial Services and General Government Appropriations bill, S. 3260
(S.Rept. 110-417), which includes provisions easing restrictions on family travel and
on travel to Cuba relating to the commercial sale of agricultural and medical goods.
With regard to family travel, the bill would provide that no funds may be used to
administer, implement, or enforce the Administration’s June 2004 tightening of
restrictions related to travel to visit relatives in Cuba.  With regard to travel for
agricultural or medical sales, the bill would allow for a general license for such travel
instead of a specific license that requires permission from the Treasury Department.
On June 30, 2008, a group of south Florida travel agencies specializing in travel
to Cuba filed suit in U.S. federal court in Miami challenging a recent Florida state
law related to Cuba travel.  That law requires travel agencies that sell trips to
countries on the State Department’s list of state sponsors of terrorism (currently
Cuba, Iran, Syria, Sudan, and North Korea, which could be removed this summer)
to pay annual fees up to $2,500 and to post up to a $250,000 bond required for the
agencies to operate in Florida.
On June 25, 2008, the House Appropriations Committee approved its version
of the FY2009 Financial Services and General Government Appropriations bill that
includes provisions easing restrictions on family travel and U.S. agricultural exports
to Cuba.  The bill would liberalize family travel to Cuba by allowing for such travel
once a year (instead of the current restriction of once every three years) and by
allowing such travel to visit aunts, uncles, nieces, nephews, and first cousins.  The
House Appropriations Subcommittee on Financial Services and General Government
had approved the measure on June 17.
On March 5, 2008, Cuban Americans living in Vermont filed a complaint in
U.S. federal court in Burlington, Vermont, that U.S. restrictions on family travel to
Cuba violate their civil rights. Affiliates of the American Civil Liberties Union of
Florida, Massachusetts, and Vermont filed a brief in support of the complaint on May
16, 2008. 
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On December 17, 2007, the joint explanatory statement on H.R. 2764, the
FY2008 Consolidated Appropriations Act, dropped provisions that would have eased
restrictions on travel to Cuba for the marketing and sale of agricultural and medical
goods that had been included in the Senate Appropriations Committee-reported
versions of the FY2008 Financial Services and General Government appropriations
bill, H.R. 2829, and the FY2008 agriculture appropriations bill, S. 1859. 
On December 11, 2007, the Senate Finance Committee held a hearing on the
issue of “Promoting American Agricultural and Medical Exports to Cuba” and a
related bill, S. 1673 (Baucus), that contains a provision that would lift restrictions on
travel to Cuba. 
On November 30, 2007, the Government Accountability Office (GAO) issued
a report on U.S. enforcement of the Cuba embargo.  The report recommended: 1) that
the Secretary of Homeland Security direct Customs and Border Protection (CBP) to
re-evaluate whether the level of resources dedicated to inspecting passengers from
Cuba at the Miami International Airport effectively balances its responsibility for
enforcing the Cuba embargo with its responsibilities for keeping terrorists, criminals,
and inadmissible aliens out of the country; and 2) that the Treasury Department direct
the Office of Foreign Assets Control to reassess the allocation of resources for
investigating and penalizing violations of the Cuba embargo with respect to the 20
other sanctions programs it administers. (See the full report available at
[http://www.gao.gov/docsearch/abstract.php?rptno=GAO-08-80].)
On July 24, 2007, the Senate Appropriations Committee report its version of the
FY2008 Agriculture appropriations bill, S. 1859 (S.Rept. 110-134), which includes
a provision, in Section 741, that would authorize travel to Cuba under a general
license for the sale and marketing of U.S. agricultural and medical goods. 
On July 19, 2007, the U.S. International Trade Commission issued a report,
requested by the Senate Committee on Finance, which maintained that lifting travel
restrictions would result in travel by U.S. citizens to Cuba rising to between 550,000
and 1 million. See the full report available at [http://www.usitc.gov/publications/
abstract_3932.htm]
On July 13, 2007, the Senate Appropriations Committee reported its version of
the FY2008 Financial Services and General Government Appropriations Act, H.R.
2829 (S.Rept. 110-129), which contains a provision in Section 620 that would allow
for travel to Cuba under a general license for the marketing and sale of agricultural
and medical goods.  Another provision in Section 619 of the bill would clarify the
definition of “payment of cash in advance” in order to ease restrictions on U.S.
agricultural exports to Cuba. 
On February 22, 2007, the U.S. Attorney’s Office in Miami filed criminal
charges against two individuals for conspiracy to violate Cuba travel regulations.
One of the defendants was also charged with making false statements to obtain a
license for religious travel to Cuba. 
On February 2, 2007, a federal judge upheld a Florida law prohibiting state
colleges from using public or private resources for travel to Cuba or other countries
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listed by the State Department as a state sponsor of terrorism.  The American Civil
Liberties Union had filed the court challenge on behalf of Florida International
University faculty members.
On October 10, 2006, the U.S. government established an inter-agency Cuban
Sanctions Enforcement Task Force, chaired by the U.S. Attorney for the Southern
District of Florida, with support from the FBI, and the Treasury, Homeland Security,
and Commerce Departments.  The primary goals of the task force are the
investigation of Cuba embargo violations and enforcement through federal criminal
prosecutions. 
On June 22, 2006, the Senate Appropriations Committee reported its version of
the FY2007 Agriculture appropriations bill, H.R. 5384 (S.Rept. 109-266), which
contained a provision (Section 755) liberalizing travel to Cuba related to the sale of
agricultural and medical goods.  Final action on the measure was not taken before the
end of the 109th Congress. 
On June 14, 2006, the House rejected two amendments to the FY2007
Transportation/Treasury appropriation bill, H.R. 5576, that would have eased Cuba
travel restrictions: H.Amdt 1050 (Rangel) would have eased overall Cuba embargo
restrictions, and H.Amdt. 1051 (Lee) would have eased educational travel
restrictions. 
On June 13, 2006, a group of some 450 scholars known as the Emergency
Coalition to Defend Educational Travel (ECDET) filed suit in U.S. federal court in
Washington against the Treasury Department, maintaining that the Cuba travel
restrictions violate academic freedom.
On May 30, 2006, Florida Governor Jeb Bush signed into law a bill that
prohibits state colleges from using public or private money or resources on any aspect
of organizing or supporting travel to a country designated by the Department of State
as a state sponsor of terrorism, which currently consists of Cuba, Iran, North Korea,
Sudan, and Syria.
Background to Travel Restrictions
Since the United States imposed a comprehensive trade embargo against Cuba
in the early 1960s, there have been numerous policy changes to restrictions on travel
to Cuba.  The embargo regulations do not ban travel itself, but place restrictions on
any financial transactions related to travel to Cuba, which effectively result in a travel
ban.  Accordingly, from 1963 until 1977, travel to Cuba was effectively banned under
the Cuban Assets Control Regulations (CACR) issued by the Treasury Department’s
Office of Foreign Assets Control (OFAC) to implement the embargo.  In 1977, the
Carter Administration made changes to the regulations that essentially lifted the
travel ban.  In 1982, the Reagan Administration made other changes to the CACR
that once again restricted travel to Cuba, but allowed for travel-related transactions
















     1 The initial price, p0, is a composite price for all tourism services.
     2 Robyn, Dorothy, et al, “The Impact on the U.S. Economy of Lifting Restrictions on Travel to Cuba.”
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Introduction
Several different approaches are taken to estimate the effects of removing the restrictions on
U.S. travel to Cuba. The first approach, which is considered to be a long-run estimate, is
based on U.S. demand for tourism services in Cuba being proportionally similar to Canadian
demand for tourism in Cuba; it results in a total of approximately 4 million tourists from the
world, 2.8 million of which are U.S. citizens, visiting Cuba each year. A second approach
considers Cuba’s short-run capacity limits and the U.S. demand shift is based on the number
of U.S. visits to the Dominican Republic. Here the total number of visits to Cuba is slightly
over 2.8 million, of which 1.1 million are U.S. citizens, per year. A third approach estimates
the travel restriction as an equivalent ad valorem tariff. Removing the equivalent tariff
eventuates in a smaller response, with less than 2.5 million total visits (554,000 U.S.
citizens) by tourists to Cuba. The wide range of estimates in the different approaches results
from the lack of a close correspondence between the legally defined restrictions and the
economic concepts to model the removal of restrictions. The responses of U.S. tourists and
Cuban suppliers to removal of the restrictions are also unknown. The lower range of these
estimates is deemed more likely, at least in the short run. In the long run, the number of
tourists could approach the higher estimate.
This appendix presents the model that was used to estimate the effects on Cuban tourism of
eliminating the U.S. restriction on travel to Cuba. Only overnight stays are examined; cruise
travel is not addressed. This model is similar to partial equilibrium trade models that are
frequently used in studies estimating the effects of trade liberalization. In those studies,
known tariffs in the affected industries are removed to estimate the effects of trade
liberalization. The U.S. restrictions on travel to Cuba, which is a type of non-tariff barrier,
cannot be modeled with an equivalent tariff that is known with certainty. Issues related to
the uncertain nature of the travel restriction are discussed below. These types of models also
depend upon elasticities that give information about the demand and supply relationships.
Ideally these are estimated empirically, but only limited information about the elasticities is
available in this case. This analysis focuses on the interrelated effects in the Cuban and
associated tourist markets that would likely occur given particular representations of the U.S.
travel restriction and model elasticities.
The U.S. Travel Restriction
The travel restriction prohibits U.S. citizens from spending money in Cuba on hotels and
other tourism services unless they obtain a license from OFAC. Expenditures abroad by U.S.
citizens are classified as U.S. imports of services. Thus, the travel restriction acts to limit
imports of tourism services from Cuba, and such trade restrictions are often represented by
a gap between the demand price and the supply price, such as the distance E0A in figure F.1,
where E0 represents the initial equilibrium and q0 represents the number of U.S. residents
who go to Cuba while the restriction is in place.1 Because the distance E0A is unknown, we
take two approaches to estimate the response if the travel restriction were lifted. The first
approach, which is similar to that of Robyn and others,2 focuses on estimating the distance
E0B. It is assumed that U.S. citizens in the absence of restrictions will travel to Cuba in a
     3 Robyn et al. argue that this is plausible because Canada and the United States are similar from
socioeconomic and demographic viewpoints and have roughly similar percentages of their populations
visiting the Caribbean region. Robyn, Dorothy, et al, “The Impact on the U.S. Economy of Lifting
Restrictions on Travel to Cuba,” 7.
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proportion similar to Canadians.3 Cuba is the fifth largest tourist destination for Canadians,
and this approach generates a long-run estimate. Almost 518,000 Canadians traveled to Cuba
in 2005; if the same proportion of U.S. citizens were to go to Cuba, almost 4.8 million U.S.
citizens would go to Cuba annually. Thus point B is established, and removing the restriction
shifts the demand curve to D in figure F.1. Although this approach moves out the demand
curve to match proportionally the number of Canadians visiting Cuba at current prices,
supply is upward sloping; thus price rises, and the resulting number of tourists is less than
if price had remained the same. The effect on the numbers of tourists is the same as if the
price wedge E0A were removed.
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Figure F .1   U.S. travel restriction
     4 A similar response would be obtained by selecting another destination with similar numbers of visits by
U.S. citizens. For example, approximately the same number of U.S. tourists visited Jamaica as the
Dominican Republic in 2005.
     5 Tourism travel to Cuba is not licensed, and the restriction applies to travel through third countries. Such
travelers may face civil penalties and criminal prosecution when they return to the United States. See
http://travel.state.gov/travel/cis_pa_tw/cis/cis_1097.html.
     6 Other popular third-country sites include Canada, Cayman Islands, Jamaica, Nassau, and the Dominican
Republic. Although fares vary somewhat, fares through Cancun are competitive with these other sites. 
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Canadians have a history of visiting Cuba and may have developed an affinity for certain
Cuban vacation sites that increases their propensity to return. Because these relationships
have developed over a long period, U.S. citizens may not immediately respond in a similar
fashion. Although tourism in the Dominican Republic is more developed than in Cuba, the
Dominican Republic has a range of Caribbean tourism services and offers somewhat similar
vacation opportunities as Cuba. For example, the Dominican Republic, which is also Spanish
speaking, offers several all-inclusive beach-centered tourism options similar to Cuba. To
represent a short-run demand shift, it is assumed that an equal number of U.S. citizens would
travel to Cuba as currently travel to the Dominican Republic. In 2005, 1.4 million U.S.
citizens visited the Dominican Republic. Because U.S. citizens may have become partial
toward particular aspects of the Dominican tourism experience, this may be considered as
a fairly large short-run response.4 This approach is similar to the previous one in that an
estimate of point B in figure F.1 has been made.
The final approach focuses on estimating the ad valorem equivalent tariff (E0A in figure F.1,
where D’ is effective demand with the restriction); the effects of removing the restriction are
then calculated by removing the estimated equivalent tariff. Some U.S. travelers circumvent
the restriction by going through a third country. An ad valorem equivalent tax is estimated
as the extra cost that such a traveler has to pay. Under these circumstances, the full price of
a trip for a U.S. citizen (pf) includes regular air (or boat) fare (pA); the additional fare for
traveling through a third country (pAxl); an ad valorem risk premium (r) related to the
possible negative consequences associated with circumventing the travel restriction;5 and
spending in Cuba on lodging, food, and other items (pc).
The extra cost of making the trip with the restriction in place includes the additional
expenses for traveling through a third country (pAxl) and the risk premium (r pc). The unit
price (p0 in figure F.1) of a trip without the travel restriction does not include these extra
costs and is simply pA + pc= p0. The ad valorem equivalent tariff (ave in figure F.1) is thus
estimated as the extra costs over the unit price without the restriction (pAxl +r pc)/p0. 
The Commission estimates these expenditures as follows. Regular U.S. airfare to Cuba is
estimated at $600 based on round trip airfare between St. Louis (which is near the population
center of the United States) and the Dominican Republic. Under the restrictions the traveler
first goes to Cancun (also about $600 round trip) and pays an additional $450 for round trip
airfare between Cancun and Cuba.6 We assume the risk premium is half of the in-country
price of tourism services. If a tourist spends $1000 per visit in-country, the unit price without
the restriction would be $600+$1000 = $1,600. The extra costs under the restriction are
$450+0.5×($1000) = $950. The ad valorem equivalent tariff is thus estimated as
(100×($950/$1600)) = 59 percent.
p p p r pf A Axl c= + + +( )1
     7 Various parts of the Cuban government and multinational firms provide tourism services and hold equity
positions in hotels in Cuba. Private Cuban residents supply only a very small part of these services through
room and board arrangements (casas particulares) and local eateries (paladares). Because tourism is a global
market, monopolistic concerns are not considered here.
     8 ARA Consulting Group, Systems Caribbean, and KPMG Peat Marwick. “A Study to Assess the
Economic Impact of Tourism on Selected CDB Borrowing Member Countries,” 42.
     9 For example, Rosensweig finds an income elasticity of international tourism of 1.5. Rosensweig,
“Elasticities of Substitution in Caribbean Tourism,” 89-100.
     10 To some degree, a tourist may substitute any destination with any other somewhat similar destination,
but Rosensweig finds greater substitution within Caribbean destinations than between Caribbean and




Despite little U.S. travel, tourism in Cuba is well developed, with over two million foreign
visitors per year in recent years. International visitors account for all of the more developed
types of tourism in Cuba, as Cuban nationals cannot afford most accommodations for
international visitors and are also prohibited from doing so. The demand for tourism services
in Cuba is represented as the horizontal or quantity sum of the demand by U.S. residents and
the demand by non-U.S. visitors. International visitors, as well as Cuban suppliers of tourism
services,7 respond to price signals; thus the equilibrium number of tourists in the Cuban
market is represented by setting the supply of tourism services in Cuba, as a function of
price, equal to the sum of the U.S. and non-U.S. demands. In figure F.2, D1 represents non-
U.S. demand, and effective U.S. demand is the difference between total market demand D0
and D1. Initial equilibrium is at the point (q0,p0); q1 is the number of non-U.S. visitors, and
q0-q1 are the U.S. visitors. When the restriction on U.S. travel is removed, total market
demand shifts out to D*, and the resulting equilibrium is (p*,q*). Because p*>p0, fewer non-
U.S. visitors demand tourism services in Cuba; examination of the non-U.S. demand curve
D1 at price p* shows that the resulting number of non-U.S. visitors is q2, and the number of
U.S. visitors is q*-q2. Implicitly a price wedge has been removed for U.S. residents as their
quantity expands. While the market price increases for non-U.S. tourists, the implicit price
for U.S. tourists decreases. Thus, U.S. residents will substitute away from similar markets
for tourism services into Cuba, but non-U.S. residents will find the relatively lower prices
in alternative markets more attractive and substitute towards those markets.
Demand
Demand for international tourism depends upon the preferences and income of the tourist
and relative prices in the destination countries. U.S. tourists because of their high income are
believed to spend more than tourists from many other countries. Europeans are also believed
to stay longer and spend more than many other tourists.8 As incomes rise, consumers tend
to spend a greater portion of income on tourism.9 In this model, income is assumed to remain
constant and is not discussed further.
It is assumed that both the representative U.S. and non-U.S. tourists have a category of
demand that can be called Caribbean tourism services.10 It is assumed that these consumers
     11 This is the “Armington assumption.” The technical details can be seen in Armington, “A Theory of
Demand for Products Distinguished by Place of Origin,” 159-178, and Francois and Hall, “Partial
Equilibrium Modeling,” 135-139.
     12 Included are Anguilla, Antigua and Barbuda, Aruba, Barbados, Bonaire, Cancun, Cayman Islands,
Curacao, Dominica, Dominican Republic, Grenada, Jamaica, Montserrat, St. Lucia, St. Maarten, St. Vincent
and the Grenadines, and Trinidad and Tobago.
     13 Durbarry, “Long-Term Structural Tourism Demand Modeling: An Application to France.”
     14 These studies were summarized in Dixon, et al, “Tourism and the Environment in the Caribbean: An
Economic Framework,” 45-46. Papers in this series are not formal publications of the World Bank, but are
circulated to encourage thought and discussion.
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have similar but not identical preferences11 for tourism services in (1) Cuba, (2) South
Florida, (3) Puerto Rico and the U.S. Virgin Islands, and (4) other Caribbean destinations.12
Generally, the demand for tourism is thought to be elastic because of the discretionary nature
of tourism compared to food, for example, and empirical studies in Europe have found own-
price demand elasticities in the range of -1.8.13 However, studies in the Caribbean have found
the demand for tourism to be inelastic, allegedly because of the different characteristics of
each island. Crouch and Shaw found the price elasticity of tourism spending to be -0.39;











Figure F.2  Removal of restriction on U.S. travel
0
     15 An aggregate demand elasticity of -0.7 was tried but did not greatly affect the results, and runs with that
elasticity are not reported.
     16 Rosensweig reported intra-Caribbean elasticities in the range of 2 to 3. Rosensweig, J.A., “Elasticities
of Substitution in Caribbean Tourism,” Journal of Development Economics 29 (1988): 89-100.
     17 Simple demand functions that are linear in logs were used, which, unlike demand functions using the
CES functional form, permit different elasticities of substitution for different destinations.
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an aggregate demand elasticity for Caribbean tourism services of -1.2.15 Similar aggregate
demand elasticities for the category of Caribbean tourism were used for U.S. and non-U.S.
consumers.
The degree that one tourist destination can be substituted for another is measured by the
elasticities of substitution, which theoretically ranges between 0, indicating no substitution,
and infinity, indicating perfect substitution. There is little empirical work on substitution
elasticities for this region.16 The elasticities of substitution used for this study are shown in
table F.1; they indicate a relatively small degree of substitution between these markets.17 U.S.
tourists are believed to be less likely to substitute between Cuba and markets such as South
Florida, Puerto Rico, and the U.S. Virgin Islands that do not require visas. Non-U.S. tourists
are believed to substitute more between Cuba and other Caribbean destinations than
destinations associated with the United States.
Table F.1  Elasticities of substitution for U.S. and non-U.S. travelers
South Florida Puerto Rico & U.S. Virgin Other Caribbean
For the U.S. tourist
Cuba 2 2 4
South Florida 4 2
Puerto Rico & U.S. Virgin Islands 3
For the non-U.S. tourist
Cuba 2 2 3
South Florida 3 2
Puerto Rico & U.S. Virgin Islands 3
Source: Commission estimate.
Representative U.S. and non-U.S. consumers or travelers currently purchase tourism services
from all Caribbean market segments. The representative U.S. traveler currently purchases
most of these services in South Florida and other Caribbean destinations and very little from
Cuba (first column of table F.2), and the representative non-U.S. traveler purchases most
Caribbean tourism services from other Caribbean destinations and relatively little from South
Florida (second column of table F.2). Theory requires that these should be shares of
expenditures of each representative traveler in the different market segments. Comprehensive
data on expenditures are unavailable, and these estimates are based on the numbers of
tourists in the different market segments. This approach implicitly assumes that expenditures
are the same in different destinations. The relative importance of U.S. and non-U.S. travelers,
again based on the number of tourists, are also shown for each destination in the last two
columns of table F.2.
     18 The extensive requirements and approvals necessary for infrastructure development raise Cuba’s capital
costs somewhat in comparison to competing suppliers, but its labor costs are thought to be less. Cuba has a
well-educated population and over 20 hospitality schools to train tourism professionals. Cerviño and Cubillo,
“Hotel and Tourism Development in Cuba: Opportunities, Management Challenges, and Future Trends,”
223-246.
     19 Hiemstra and Ismail, “Incidence of the Impacts of Room Taxes on the Lodging Industry,” 22-26.
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Table F.2  Market shares by representative U.S. and non-U.S. travelers and the shares of foreign tourist expenditures
attributed to U.S. and non-U.S. tourists in each destination 
Representative U.S.
traveler’s share of
purchases in each market
Representative Non-U.S.
traveler’s share of






Cuba 3.4 13.7 7.5 92.5
Other Caribbean destinations 36.7 58.5 47.5 52.5
Puerto Rico & Virgin Islands 12.9 16.2 83.5 16.5
South Florida 47.0 11.6 90.8 9.2
Source: Staff calculations based on data in Caribbean Tourism Organization, Statistical Report 2002-2003 and
“Latest Statistics 2005,” (September 2006) and “Tourist Arrivals by Main Market - 2005"; Rochell Broder-Singer,
“Tourism Statistics South Florida,” (June 2004); Office of Travel and Tourism Industries, U.S. Dept. of Commerce,
“U.S. Citizen Air Traffic to Overseas Regions,” 2005.
Supply
Cuba offers a number of beaches both on the main island and on keys and the number of
hotel rooms has been increasing, as shown in table F.3. It is believed that within the present
framework (no major policy changes in Cuba) supply will likely continue to increase in the
intermediate run. Cuba’s cost of supplying tourism services is believed to be similar to that
of other islands in the Caribbean.18 Hiemstra and Ismail estimated a supply elasticity for
hotel rooms in the Caribbean of 2.86.19 An elasticity of supply of 3 was used for each
country. 
Table F.3  Cuban travel data
International arrivals of
overnight tourists (1,000)




2000 1,741 38,072 74.2
2001 1,736 40,158 64.7
2002 1,656 41,323 59.7
2003 1,847 43,696 61.8
2004 2,017 45,270 63.5
2005 2,261 45,644 63.6
Source: Cuban Oficina Nacional de Estadistica, Anuario Estadisco de Cuba, 2005, chap. 13.
In the short run the lack of hotel rooms and other tourist amenities hinder Cuba’s ability to
respond to large increases in the number of tourists. To represent this situation, a short-run
upper bound was calculated by assuming that the trend rate of increases in the number of
rooms between 2000 and 2005 would continue for the next three years and that the mean
annual occupancy rate would increase from a mean of 65 percent to 80 percent, which is a
practical upper limit given the seasonal peaks during the winter months but allow for the fact
     20 Cerviño and Cubillo point out that related infrastructure, such as airports, and tourist attractions must be
developed at the same time as hotels and that these related investments may be less developed than hotels in
Cuba. Cerviño and Cubillo, “Hotel and Tourism Development in Cuba: Opportunities, Management
Challenges, and Future Trends,” 223-246.
     21 Formulas 5.43 and 5.44 in Francois and Hall, 138 were used.
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that some Americans typically travel during the summer.20 This approach results in a short-
run capacity limit of 2.8 million tourists per year. When the capacity constraint is reached,
the supply curve becomes vertical; thus price can still rise, but quantity cannot increase
beyond this point. Sustained high prices signal investors that profits can be made by
investing in tourism infrastructure, so the lack of hotel rooms is not expected to constrain the
number of overnight tourists in the long run.
Market Equilibrium
Equilibrium in each market occurs where supply equals the sum of the demands of the
representative U.S. and non-U.S. consumers. The following group of equations constitute
the model where the left-hand side is supply, the first term on the right-hand side is demand
by U.S. residents and the second term is demand by non-U.S. residents.
where
- the p’s are prices;
- the k’s, the K’s, and J’s are constants related to initial conditions;
- the c’s, F’s, V’s, and O’s are subscripts representing, respectively, Cuba, South
Florida, Puerto-Rico and the U.S. Virgin Islands, and the rest of the Caribbean; c-US
indicates the special implicit price for U.S. tourists in the Cuban market;
- b shifts U.S. demand in the Cuban market in the quantity shock version; otherwise
it equals 1; t is the ad valorem equivalent tariff that is removed in the price wedge
version; otherwise it equals 0;
- the ε’s are supply elasticities;
- the φ’s and η’s are own-price elasticities, respectively, for non-U.S. and U.S.
demand; and
- the χ’s and ψ’s are cross price elasticities, respectively, for non-U.S. and U.S.
demand.
The own-price and cross-price demand elasticities are calculated from the aggregate demand
elasticities, the substitution elasticities, and the market shares using the approach of Francois
and Hall.21 The simulations based on this model are reported below.
k p K b p t p p p J p p p p
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     22 The capacity constraint, as previously discussed, is based on limits to hotel occupancy. Other short-run
constraints likely apply specifically to U.S. travel. For example, a new air transport agreement between Cuba
and the United States would have to be negotiated, and Cuba is not currently in compliance with FAA safety
regulations and would not be permitted to fly into the United States. Although these barriers could be
overcome in the long run, they would be additional constraints that limit the number of U.S. travelers to
Cuba in the short run. 
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Results
In this model, the initial equilibrium in the Cuban market has 2.261 million total tourists of
which 171,000 are U.S. citizens, and the market clearing price for purchases in Cuba is
$1000 per tourist. These figures are based on Cuban government and World Tourist
Organization data and adjusted for the numbers of Cuban Americans traveling to Cuba as
reported in Chapter 3.
 
First, the demand for tourism services in Cuba by U.S. citizens is shifted out in similar
proportion to that of Canadian demand. The results are large, and the total of over 4 million
tourists must be viewed as a long-run response because it exceeds Cuba’s current capacity
to absorb tourists (table F.4).
Table F.4  Long-run results from removing travel ban under the Canadian-like demand shift 
Market Price Quantity Value
Percent change
Cuba 21.8 80.6 102.3
South Florida -2.8 -8.5 -11.3
Puerto Rico & U.S. Virgin Islands -2.0 -6.1 -8.1
Other Caribbean destinations -4.6 -13.8 -18.4
Number of tourists in Cuba U.S. origin (1,000) Non-U.S. origin (1,000) Total (1,000)
Resulting total by source 2,799 1,283 4,083
Net change by source 2,628 -807 1,822
Source: Staff estimation.
Note: Totals may not add due to rounding.
In this scenario, large numbers of U.S. citizens shift purchases of tourism services toward
the Cuban market, which negatively affects the other markets. However, non-U.S. tourists
shift into those other markets, which mitigates the negative effects somewhat. The effect is
largest in the other Caribbean destination which is thought to be most substitutable with the
Cuban market. 
Next, the short-run response is examined in which demand shifts out as if the same number
of U.S. citizens visit Cuba as currently visit the Dominican Republic and limits on Cuba’s
ability to furnish tourism services is taken into account. Applying the estimated capacity
constraint of 2.8 million tourists per year increases the price of tourism services in the Cuban
market (table F.5). Shifting out the U.S. demand crowds some non-U.S. visitors out of the
market, but changes in the numbers of tourists by source are smaller than in the long-run
scenario.22 Effects in the other markets are also less than in the long-run scenario. 
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Table F.5  Results with the short-run supply restriction from removing travel ban under the Dominican-Republic-like
demand shift
Market Price Quantity Value
Percent change
Cuba 9.4 23.8 33.3
South Florida -1.0 -3.1 -4.1
Puerto Rico & U.S. Virgin Islands -0.7 -2.2 -2.9
Other Caribbean destinations -1.6 -4.9 -6.5
Number of tourists in Cuba U.S. origin (1,000) Non-U.S. origin (1,000) Total (1,000)
Resulting total by source 1,127 1,672 2,799
Net change by source 956 -418 538
Source: Staff estimation.
Finally, the approach of removing an ad valorem equivalent tariff of 59.4 percent was taken.
The effects under this scenario are much smaller (table F.6) than under the other approaches.
The estimated equilibrium total number of tourists is less than the short-run quantity
constraint. Effects in the other markets are also modest. 
Table F.6  Short-run results from removing travel ban under the ad valorem tariff approach 
Market Price Quantity Value
Percent Change
Cuba 3.2 10.0 13.2
South Florida -0.4 -1.2 -1.6
Puerto Rico & U.S. Virgin Islands -0.3 -0.9 -1.2
Other Caribbean destinations -0.7 -2.0 -2.7
Number of tourists in Cuba U.S. origin (1,000) Non-U.S. origin (1,000) Total (1,000)
Resulting total by source 554 1,932 2,487
Net change by source 383 -158 226
Source: Staff estimation.
Note: Totals may not add due to rounding.
F-13
Bibliography
ARA Consulting Group, Systems Caribbean, and KPMG Peat Marwick. “A Study to Assess the
Economic Impact of Tourism on Selected CDB Borrowing Member Countries.” Prepared for the
Caribbean Development Bank (May 1996): 42.
Armington, Paul. “A Theory of Demand for Products Distinguished by Place of Origin. IMF Staff Papers
16 (1969): 159-178. 
Cerviño, Julio and Jose Cubillo, “Hotel and Tourism Development in Cuba: Opportunities, Management
Challenges, and Future Trends,” Cornell Hotel and Restaurant Administration Quarterly 46,
no. 2 (May 2005): 223-246.
Dixon, John, Kirk Hamilton, Stefano Pagiola, and Lisa Segnestam. “Tourism and the Environment in the
Caribbean: An Economic Framework.” Environmental Economics Series no. 80, World Bank
(March 2001): 45-46. 
Durbarry, Ramesh, “Long-Term Structural Tourism Demand Modeling: An Application to France,”
Nottingham University working paper, 2002. http://www.nottingham.ac.uk/ttri/pdf/2002_1.pdf 
(accessed June 15, 2007)
Francois, Joseph and Keith Hall. “Partial Equilibrium Modeling,” in Applied Methods for Trade Policy
Analysis, eds. Joseph Francois and Kenneth Reinert, 135-139. 1997. 
Hiemstra, S. and J. Ismail. “Incidence of the Impacts of Room Taxes on the Lodging Industry.” Journal
of Travel Research, (Spring 1993): 22-26.
Rosensweig, J.A., “Elasticities of Substitution in Caribbean Tourism.” Journal of Development
Economics 29 (1988): 89-100.
85 
 
APPENDIX D:  LAW NO. 77 OR FOREIGN INVESTMENT  
1 
 
 
Law No. 77  
 
In 1994, a team of attorneys were mandated to formulate regulations that would accompany a 
new foreign investment law, replacing Decree Law No. 50.  After a year of studying similar 
legislation, mainly that of China and Vietnam Law No. 77 was enacted.    Law No. 77, otherwise 
known as the Foreign Investment Act, authorized foreign investment in all sectors, excluding 
the population’s health, educational, and Armed Forces institutions, with the exception of the 
Armed Forces commercial divisions. 
 
Law No. 77 recognizes three forms of foreign investment in Cuba.  These three forms, as 
defined by the Camara de Comercio are as follows:1 
 
• Joint Venture – Implies the establishment of a legal status different from that of any of 
the parties. Profit is shared according to the contributions of each party; 
• Contracts of International Economic Association – they do not imply a legal entity 
separate from those of the contracting parties. Profit is distributed among the parties; 
• 100% Foreign Capital Companies ‐ Foreign investor manages the company. 
 
Law No. 77 also contains a number of “so called” guarantees to investors.  In essence the 
guarantees are granted on basis that foreign investment will enjoy full protection and security 
and will not be subject to expropriation except for reasons of public utility or social interest, 
according to the Constitution.2   
 
• According to the legislation, expropriations will be “exceptional” and will receive a 
monetary compensation equivalent to the value of the expropriated goods and with all 
the guarantees for the determination of their value;   
                                                            
1 These definitions are taken directly from a PowerPoint presentation prepared by the Cuban Chamber of 
Commerce. 
2 Cuban Foreign Trade, No. 3/2007, pg.40. 
2 
 
• Another guarantee allows the foreign investor in an international economic association 
to sell or transfer total or partial participation in the association to the State or to a third 
part (following government authorization) at any time and following agreement of the 
parties, and to receive the corresponding price in free convertible currency.  Take a 
breath!  Too long. In turn, the foreign investor of a 100% foreign capital enterprise may 
at any time sell or transfer to the State or third party (again, following governmental 
authorization) his total or partial participation in it; 
 
• And finally, the law guarantees the tax free transfer of remittances abroad (i.e. 
dividends) in free convertible currency of net income or dividends for the exploitation of 
the investment, and the amounts he received for expropriations, termination of the 
investment, total or partial sales or transfer of its participants; as well as the right of 
foreign citizens who work for these entities and are not permanent residents to transfer 
abroad the salaries they receive in the amount fixed by Banco Nacional de Cuba (BNC).   
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